Cost & Management Accounting

Sep 2025 Examination

Q1. A large manufacturing company has recently expanded its operations, resulting in multiple departments with overlapping responsibilities. The management accounting team has identified significant inefficiencies in cost allocation, leading to disputes over departmental budgets and inaccurate product costing. The CEO has tasked the team with revising the cost allocation process to ensure that each department is charged fairly for the resources consumed, and that product costs reflect true resource usage. The team must also ensure that the new system supports better planning and resource allocation decisions. Based on the scenario, how should the management accounting team apply cost allocation techniques to address inefficiencies discovered in a multi-department manufacturing firm, ensuring both accurate product costing and effective resource allocation? (10 Marks)

Ans 1.

Introduction 
In a growing manufacturing company, efficient cost allocation becomes essential to maintain accurate product costing and ensure equitable distribution of departmental expenses. When departments expand and their roles begin to overlap, the traditional costing methods often fall short, leading to disputes, misaligned budgets, and misrepresentation of product profitability. The core issue lies in allocating indirect and shared costs in a way that fairly reflects each department’s consumption of resources. As a result, misallocations can lead to poor 
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Q2. A manufacturing company produces two products, X and Y, using a single plant with a monthly capacity of 12,000 machine hours. The following data is available for the month of June:

	Particulars
	Product X
	Product Y

	Direct Material Cost per unit (Rs.)
	400
	300

	Direct Labour Cost per unit (Rs.)
	250
	200

	Variable Overhead per unit (Rs.)
	100
	80

	Fixed Overhead per unit (Rs.)
	150
	120

	Selling Price per unit (Rs.)
	1,200
	950

	Machine hours required per unit
	2.5
	1.5

	Maximum monthly demand (units)
	2,800
	5,000


Additional Information:

1. The company must produce at least 1,000 units of each product to meet contractual obligations.

2. Fixed overheads are absorbed based on normal production levels (assume normal production is the sum of maximum monthly demand for both products).

3. The company is considering a special order for 500 units of Product X at a price of Rs.1,000 per unit, which can only be fulfilled if some regular production is sacrificed.

Required: Using relevant cost and management accounting principles, determine the optimal production mix of Products X and Y to maximize profit, considering the special order. Clearly show all calculations, justify your approach, and state any assumptions made. (10 Marks)
Ans 2.
Introduction 
In manufacturing environments with limited resources, such as machine hours, cost and management accounting plays a vital role in guiding decision-making. When a company produces multiple products, each requiring different levels of input and offering varied profitability, optimizing the product mix becomes essential to ensure maximum contribution and overall profitability. This becomes more critical when minimum contractual obligations and special order opportunities exist. The objective is not only to satisfy baseline demand but also to maximize the efficient use of available resources like machine hours. In this case, the company must determine the most profitable allocation of production between Products X and Y, while considering constraints and a potential special order. This can be 
Q3 (A)  A company is considering whether to manufacture a component in-house or to outsource it. The following cost estimates are provided for producing 10,000 units in- house:

	Cost Element
	Total Cost (Rs.)

	Direct Materials
	2,50,000

	Direct Labour
	1,80,000

	Variable Overheads
	70,000

	Allocated Fixed Overheads
	1,20,000


If outsourced, the supplier will charge Rs.55 per unit, and the company can avoid

60% of the allocated fixed overheads. However, the freed-up capacity can be used to generate additional contribution of Rs.50,000 from other products. Using relevant cost analysis, determine whether the company should make or buy the component. Show all calculations and justify your recommendation. (5 Marks)

Ans 3a.
Introduction 

In a competitive manufacturing environment, companies often face decisions on whether to make components internally or outsource them. Such decisions require careful cost analysis, especially when fixed overheads and opportunity costs are involved. The goal is to identify the most cost-effective alternative that aligns with overall strategic and operational goals. In this case, relevant cost analysis will help determine whether in-house production or outsourcing is 

Q3(B)A mid-sized manufacturing company is experiencing pressure from rising production costs and stiff competition. The CEO wants to leverage cost and management accounting to gain a competitive edge by optimizing costs while maintaining high product quality. The management accountant is tasked with developing a new cost management approach that aligns with the company''s strategic objectives and supports efficient operations across all departments. A mid-sized manufacturing company is facing rising production costs and increased competition in the market. The management accountant has been asked to help the company achieve a competitive advantage by optimizing costs without compromising product quality. Using your understanding of cost and management accounting, design a comprehensive cost management framework that integrates modern techniques and supports both short-term and long-term organizational goals. What innovative strategies would you propose to ensure effective planning, resource allocation, direction, motivation, and monitoring within this framework? (5 Marks)

Ans 3b.

Introduction 
In today’s competitive market, cost optimization without compromising quality is a strategic necessity. For mid-sized manufacturing firms, leveraging cost and management accounting can significantly improve operational efficiency, decision-making, and profitability. An integrated cost 











